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1. Suppose that a small open economy initially is in autarky (with domestic price of PI) and 
opens this market to free trade at price P2. Assume that the domestic market is perfectly 
competitive and that the good is homogeneous. (30 points total — three points each) 

Identify the following using the areas defined on the graph and assume that transfers have 
no effects on domestic welfare. (Note you do NOT need to provide an explanation) : 
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a. Change in domestic producer surplus jj UfeeS p~P 



J- 



b. Change in domestic consumer surplus figu'^s ftf fcHU 

c. Net domestic welfare effects (assuming transfers have no effect) erf (jj - 

d. Total variable cost associated with changed domestic production levels W Hfc. 

e. Costs of importing the changed production level of part d. jg| 

f. Production efficiency gain H 

g. Total consumer benefit associated with changed domestic consumption 

h. Costs of importing the changed domestic consumption of part g. 




Consumption efficiency gain 



If this were a large country, would the world price go up or down? G<? a^> 



2. Suppose that the government of a small country introduces an export tax . The initial 
price under free trade is Pw. Identify the following using the areas defined on the graph. 
(30 points total — three points each) (Note you do NOT need to provide an explanation): 




a. 



Exports after the tax 



b. Change in domestic producer surplus ^pSsgs fff iTtMft/ 

c. Change in domestic consumer surplus 6oW(Sai>vs p-f I J ' 

d. Change in government revenue jaaks o"P M ' 

e. Net domestic welfare effects (assuming transfers have no effect) Zgsse£ of / ruJ{ AJ 

f. Domestic production has fallen. How much did firms formerly earn 

abroad for selling that amount before the export tax? N ? RV 

g. What were the variable production costs associated with the quantity 

in part f. PkV 

h. Production inefficiency j\l 



i. Producer surplus loss associated with firms that leave the market A/ 



j. Producer surplus loss associated with firms that continue to sell VjUN\ 



k. If this were a large country, would the world price go up or down? &° qp 



Partn 

Question 2 (Choose either this question on the question above. Do not answer both questions) . 



2. Suppose a country cannot produce a good but can obtain it from a foreign monopoly. The foreign monopoly 
produces this good with constant marginal cost (and no fixed costs). Domestic demand is linear. 

, a. Depict the free trade situation. Identify and describe the initial levels of: (1) imports; (2) consumer 
surplus; (3) price; and (4) foreign profit. (10 points) 

b. On a separate graph, depict the impact of a tariff on: (1) foreign producers, (2) domestic consumers, and 
/ (3) national welfare. Explain (10 points) 
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c. Would there be another policy that would be better for the importing country (assuming that the country 
still is not be able to produce the good)? Explain (5 points) 
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Part III. You must answer this question. (30 points) 

Suppose that the government of a large country in its import market decides to impose a tariff on 
the goods it purchases from abroad. Assuming that the good is homogeneous, the domestic 
market perfectly competitive, and that domestic transfers have no effect on domestic welfare, 
analyze the impact of this policy on: 

1 . domestic and foreign prices (4 points) 

2. domestic consumers (4 points) 

3. domestic producers (4 points) 

4. domestic government (4 points) 

5. foreign producers. (4 points) 

6. domestic welfare (4 points) 

7. domestic deadweight losses (4 points) : % i ~ 

Note that you do not necessarily have to use a graph for this analysis but you need to fully 
explain the effects if you do not. ^ 
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